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NOTE

THE ATTACHED STAFF REPORT INCLUDES AMENDMENTS WHICIARE
NO LONGER BEING PROPOSED BY STAFF TO BE ADOPTED AHE
SEPTEMBER BOARD MEETING. ONLY THOSE AMENDMENTS
PERTAINING TO ELECTRICAL GENERATING FACILITIES (EG$) ARE
CURRENTLY PROPOSED FOR ADOPTION. STAFF WILL RETURND THE
BOARD WITH APPROPRIATE RECOMMENDATIONS FOR THE
REMAINDER OF THE PRESENTLY PROPOSED AMENDMENTS AT A

LATER DATE.
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EXECUTIVE SUMMARY

While new electrical generating facilities (EGFayh steadily been coming on-line since
2001, the prospect of electrical power shortageSanthern California and the South
Coast Air Basin (Basin) in particular continues.acters contributing to potential
shortages in the Basin include increasing powerameinthe retirement of some older
EGFs and limitations of the power grid system ilowaing the transfer of power from
northern California to southern California. Sitin§ approximately 2,500 megawatts
(MW) of new electrical power generation has beeoppsed in the Basin and in
downwind air basins. Projects have also been [gexgbthat are of regional significance,
such as the LNG terminal and the construction bkioiEenergy-related projects in the
ports. These projects are essential for maintgithe economic soundness of the region
even as growth continues to place severe poteigisands on the region’s increasing
energy needs. Increasing demand is also beingglac waste management in the region
as processing options become more constrained lwithations on landfills and
reluctance in investing in riskier unproven solofosuch as deep well injection and
gasification. Private and public/private partnetedsolids projects are one solution
proposed for addressing the waste management is&lieghese proposed projects will
require emissions offsets. At the same time tleerginues to be a shortage of emission
reduction credits (ERCs), specifically SOx, PM-1laCO in the open market. Staff
proposes that Rule 1309.1 be amended to providmited time window for electrical
generating and regionally significant projects titiae credits from the Priority Reserve,
provided they demonstrate that the required offsetsnot reasonably available in the
open market. These projects and non-public bidsglrocessing facilities would pay a
mitigation fee and adhere to certain other requens of the rule, including a 1.2 to 1.0
offset ratio, in order to have access to offseimfthe Priority Reserve.

Electrical generating projects in downwind basirmild also be provided an opportunity
to purchase VOC credits for use in siting thesdifi@s. VOC credits obtained from the
Priority Reserve for downwind basin projects, sabjw certain conditions, may be
utilized to offset other criteria pollutant emisssoby use of the inter-pollutant credit
trading mechanism. Existing state law providestherinter-basin transfer of credits and
Proposed Amended Rule 1309.1 would incorporate st requirements into this inter-
basin use of Priority Reserve credits.

Staff is proposing that the definition of an ess#rublic service be amended to make
explicit that biosolids processing at exclusivebbficly owned and publicly operated
facilities are essential public services. Staffliso moving the definition of EGF from
Rule 1309.1 to Rule 1302.
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BACKGROUND
Rule 1302 — Definitions

Rule 1302 defines terms and phrases used in Reguldl! (including Rule 1309.1).

The proposed amendment will move the definitioranfEGF to Rule 1302 from Rule
1309.1 and explicitly include in the definition efsential public services exclusively-
publicly owned and publicly operated biosolids meging facilities. Other new
definitions include Energy Projects of Regional rffigance (EPRS), Biosolids,

Biosolids Processing Facility and Wobbe Index aefinitions of the terms Offset Ratio,
Orphan Reduction and Orphan Shutdown used in PB £34SR Tracking. Proposed
Rule 1315 — NSR Tracking will be the subject oeparate public hearing for adoption.

Rule 1309.1 — Priority Reserve

At the April 2001 Public Hearing, Rule 1309.1 —dPity Reserve was amended to allow
EGFs temporary access to the Priority Reserve taintsQ, CO and PM-10 credits.
California had been experiencing a shortage otmt#y for over a year with some Stage
3 shortages (power reserves of less than 1.5%)dlagy blackouts occurring in 2001,
and the demand for offsets in the open market eexbdhe available supply. To
accommodate EGFs access to the Priority Reserde wiaiintaining reasonable reserves
for other sources, particularly essential publivises, credits totaling 750 Ib/day of $O
and 6,000 Ib/day of CO were transferred into therRy Reserve from the AQMD’s New
Source Review (NSR) account exclusively for EGF. usecess by EGFs was subject to
certain criteria, including paying a non-refundalhtigation fee. Furthermore, the
amendments established that the Executive Offie@) (would be able to transfer up to
1,500 Ib/day of PM-10 credits into the Priority Bese from the NSR account after a
public meeting. The provisions regarding the tf@anand availability of credits to the
Priority Reserve for use exclusively by EGFs expi@n December 31, 2003. On
December 31, 2003 all credits previously transtemo the Priority Reserve or reserved
in the Priority Reserve for exclusive use by EGesereither transferred or released back
to the District's NSR account.

The California Energy Commission (CEC) permitspailver projects rated at or above 50
megawatts. State regulations give sole permittnipority including local land use and
environmental regulations to the CEC. The CEC deegsiire that all power projects
meet all air quality regulations. For the AQMDetimain regulation affecting the
permitting of power projects is New Source Revidedulations Xl and XX). NSR
requires that all projects satisfy Best Availablen€ol Technology (BACT), modeling,
offset, and public notice requirements. One pa#ntproblematic area for power
projects in the Basin has been and continues tbtaning adequate offsets.
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In accordance with state law, all emission increadsem new and modified facilities
must be offset. Under District rules most fa@tiwith a potential to emit of greater than
4 tons per year of SOx or PM-10 or 10 tons per yda€O are required to provide
external offsets. External offsets are almost gbva the form of ERCs. ERCs are
created through the shutdowns or over-control ot@sses. ERCs are only granted for
that portion of emissions which exceed current AQBIWECT standards are not otherwise
required by rule, regulation, law, approved Air @yamanagement Plan Control
Measure, or the State Implementation Plan. Th€ [§Rneration procedures coupled
with the fact that stationary sources are relagiwgehall contributors to the Basin’s SOX,
CO, and PM-10 inventory, have been limiting factargenerating significant amounts of
ERCs.

In 2005, despite new EGF projects, California oagain experienced some Stage 2
shortages (power reserves down to 5%) and theaduttwr the foreseeable future is that

demand for electrical power will continue to ingea The increase in demand is due to
several factors including increased consumptionraticement of older EGFs. There are

also limits on the amount of electrical power tieah be imported into the southern

California region from northern California and Asiza due to bottlenecks in transmission
lines. New EGFs are needed in the local regiohe ffroposed amendments once again
provide new EGFs access to the Priority Reserveevinese proposed projects either do
not have or can not secure the needed offsetseoopdn market.

The proposed amended rule also extends the typa®jeicts that may qualify for access
to the Priority Reserve based on specific critariéhe rule. Projects added are, EGFs
Downwind of the District with a less severe noramiinent status and energy projects
considered to be of regional significance. Majoergy projects necessary for the
economic vitality of the Basin are being proposedhdéve access to the Priority Reserve.
These projects are of such significance that thexyamt special consideration to facilitate
siting. Also, private and public/private partnerbmsolids projects are essential to
mitigating the growing issue of waste managemerthénBasin. Staff proposes that the
Priority Reserve be used to facilitate these neg@de@cts.

PROPOSED AMENDMENTS TO RULE 1302 — DEFINITIONS and RULE 1309.1
— PRIORITY RESERVE

The proposed amendments to the rules are designedovide access to the Priority
Reserve for certain critical projects that meetgpmerequirements and that cannot secure
the needed offsets on the open market. Also, tendment explicitly lists exclusively-
publicly owned and operated biosolids processinglifi@s in the definition of an
essential public service and include definitiondioisolids, biosolids processing facility,
an EGF, EPRS, Wobbe Index, Offset Ratio, OrphanuBtemh and Orphan Shutdown.
Specifically, the amendments are summarized asvist|
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Proposed Amendments to 1302 — Definitions

1.

The current definition of an EGF is moved for adistiative purposes from Rule
1309.1 to Rule 1302. An EGEF is a facility that gextes electricity for its own use
and is less than 10 Megawatts (MW); or for a facilithin the Basin less than 50
Megawatts (MW) that generates not less than 30%s @lectricity to pump water

to maintain the integrity of the surface elevatmna municipality or significant

portion thereof; or is a facility that generatescilicity for distribution in the state
grid system (net generator).

Biosolids are defined as the nutrient-rich orgamaterial resulting from the
treatment of sewage sludge.

Biosolids Processing Facility means an operatioat tfurther treats solids
generated from wastewater treatment occurring eka@ly in the District. To
ensure that wastewater treatment solids will natigorted from other regions for
processing, the Permit to Construct and Operateinglude conditions limiting
the operation to the use of only those wastewatédss generated from water
treatment in the Basin. Biosolids processing f@ed may be publicly owned and
operated, private or a public/private partnershifmwever, different requirements
apply for the exclusively-publicly owned and publioperated operations.

Electrical Generating Facility previously describedRule 1309.1 is moved to
Rule 1302 as a definition and also includes mualdips generating electrical
power for use by their own residents as a net geoer

Energy Projects of Regional Significance (EPRS) dedined as projects of
regional impact to enhance the import supply inDirict of crude oil or natural
gas with a Wobbe Index of no more than 1360 (measat the point that the
natural gas enters the distribution system) antdatasized no less than 150,000
barrels per day per project or 250 million cubietfef natural gas per day per
project. Such regional projects will be limitedtBG and crude oil projects and
that are also anticipated to increase the volundeflaw of such products into the
region appreciably, hence the minimum project siequirements. Electrical
power generation is increasingly being achievethkbyuse of natural gas, which is
largely imported into the region. It is anticipdtéhat increasing the flow and
volume of such products into the Basin will helfeakte any potential electrical
power and other projected energy shortages andes@ss the same goals as
allowing EGFs access to the Priority Reserve.

Exclusively-publicly owned and publicly operatedsnlids treatment facilities are
explicitly added to the definition of an essenpablic service and are an essential
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alternative to other forms of waste disposal. Mmste management approach is
becoming increasing popular as other alternatives s landfills decline. This
amendment addresses the issue that this form déwasnagement is anticipated
to increase into the future. Biosolids processalgng place at publicly owned or
operated sewage treatment facilities are alreadyered as sewage treatment
facilities and are currently classified as essémilic services. Exclusively-
publicly owned and publicly operated biosolids @tens not located at sewage
treatment facilities receiving credits under PAR093 as an essential public
service will have their Permit to Construct and pe conditioned to ensure
ownership exclusive and operation as a public agenPublic facilities that
become non-public will require new permits. Prevahd public/private biosolids
processing facilities including public facilitieeat become non-public may have
access to Priority Reserve credits provided thegtrtige requirements including
payment of mitigation fees and an offset ratio @ftb 1.0.

7. The following terms used in Proposed Rule 1315 -RNacking are defined:
“Offset Ratio” means the ratio of the quantity dfset credits provided (in pounds
per day) to offset an increase in potential emissito the magnitude of the
increase in potential emissions (in pounds per;d&@)phan Reduction” means
any reduction in actual emissions from a permitsedirce within the AQMD
resulting from a physical change to the sourceana/change to the method of
operation of the source provided the change igctdtl in a revised permit for the
source and provided such reduction is not otherwag@ired by rule, regulation,
law, approved Air Quality Management Plan Controkddure, or the State
Implementation Plan and does not result in issuasfcan ERC and “Orphan
Shutdown” means any reduction in actual emissignsnfa permitted source
within the AQMD resulting from removal of the soardrom service and
inactivation of the permit without subsequent retesment of such permit
provided such reduction is not otherwise required rble, regulation, law,
approved Air Quality Management Plan Control Measuor the State
Implementation Plan and does not result in issuahes ERC.

8. Wobbe Index is the higher heating value of a gasldd by the square root of its
specific gravity, expressed in units of BTU pemsiard cubic foot. Qualifying
EPRS that increase the import supply of natural igaghe District, cannot
introduce natural gas into the distribution systeith a Wobbe Index greater than
1360.

Overview of Proposed Amendments to Rule 1309.1 —iBrity Reserve

1. The reference to Sulfur Dioxide ($Cn the rule is more accurately amended to
Sulfur Oxides (SOx).
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2. Currently the rule specifies that funding of théoRty Reserve shall be quarterly
“or other schedule deemed practicable by the (EOQJlesignee”. Emphasis is
provided by new language that this includes suspensy the EO of transfers
from the District’'s NSR account if the credits a@ available, and resume when
the EO determines sufficient credits are availdbtetransfer from the District’s
NSR account.

3. The following new source types that have filed mplete application in calendar
years 2005, 2006, 2007 or 2008 are proposed aiblelitpr access to Priority
Reserve:

a. Electrical Generating Facilities - which are cuthg@ single category will
be split into two new categories “in-Basin EGF” ditlGF in Downwind
Air Basins”. Qualified in-Basin EGFs may only drainom available
Priority Reserve SOx, PM-10 and CO credits subjectpaying the
appropriate mitigation fee, a 1.2 to 1.0 offseiorahd complying with other
requirements. In-Basin EGFs that submitted a cetagdhitial Application
for Certification with the CEC or a complete permiplication in calendar
years 2000 through 2003 pay the mitigation feesefiiect in the rule
adopted May 3, 2002. In-Basin EFGs that submitoepdete Initial
Application for Certification or a complete applica for a permit in
calendar years 2005, 2006, 2007 or 2008 must paigation fees of
$50,417, $15,033 or $12,000 per pound for PM-10,x Simd CO
respectively and the above mitigation fees arestadjusted annually by the
California Consumer Price Index for applicationdrsitted in 2006, 2007
and 2008. Qualified EGFs in Downwind Air Basinsynmaly draw from
the available pool of Priority Reserve VOC creddad must meet
California Health and Safety Code requirementsiftar-basin trading.

b. Energy Projects of Regional Significance (EPRShicl are energy related
projects that enhance the supply of natural gagwe oil in the Basin as
defined in Rule 1302. Qualified EPRS may only driram available
Priority Reserve SOx, PM-10 and CO credits subjectpaying the
appropriate mitigation fee, a 1.2 to 1.0 offseioraind complying with
other requirements. Energy projects located inGbastal Waters adjacent
to the AQMD that are subject to federal permittreguirements and meet
all other requirements that an on-shore EPRS must will qualify to
draw credits provided the applicant submits aniapfbn to the Executive
Officer at the time applications are filed for fealgpermits.

4. The proposed amendments to Rule 1302 explicitly bi®solids processing
facilities that are exclusively-publicly owned apdblicly operated as essential
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public services. Biosolids processing facilitieaymralso be privately owned or
operated or may be a public/private partnershiphesé non-public biosolids
processing facilities may be eligible for PriorRgserve Credits. Qualifying non-
public biosolids facilities may only draw from theevailable pool of Priority
Reserve SOx, PM-10 and CO credits subject to payiagappropriate mitigation
fee, a 1.2 to 1.0 offset ratio, and complying wiith same requirements as publicly
owned and operated biosolids facilities. If anlesiwely-publicly owned and
publicly operated biosolids processing facility ®es to be publicly owned and
operated and becomes a non-public facility, thdiegumt must provide offsets at a
1.2 to 1.0 ratio and pay the mitigation fee in effat the time of conversion or
surrender an equivalent amount of offset credits.

5. The provision requiring the transfer of Carbon Mxide (CO) into the Priority
Reserve account, for use exclusively by EGFs, onatime basis is eliminated,
however qualifying EGFs and EPRS may have accesgaitable Priority Reserve
CO credits. Access to CO credits similar to SOxd &M-10 credits will be
contingent on the availability of credits in thesPict's NSR account.

6. Rule 1309.1 as adopted on May 3, 2002 establispedif& requirements for
EGFs in addition to the mitigation fees, and th2 th 1.0 offset ratio of this
proposal. Several of these additional requiremeamés also applicable in this
proposal to both the in-Basin EGFs and the EPRBesé& requirements include
that the facility use BARCT for all existing souscemitting the same air
contaminant at the facility, that all sources undemmon ownership within the
AQMD are in compliance with AQMD requirements, #ygplicant conducts a due
diligence effort for offsets prior to seeking PriprReserve credits up to the point
Priority Reserve credits are issued and the soisrdelly operational at rated
capacity within three years of the latter of PertaitConstruct issuance or initial
California Energy Commission certification. ThephAgant may seek an extension
of the three years from the AQMD Governing Board iE demonstrated that the
extension is necessary due to circumstances beayenceasonable control of the
applicant. The AQMD Governing Board may grant atemsion based on the
evidence presented at a duly noticed public heaimthe extension request.

7. Additional requirements in the May 3, 2002 versanRule 1309.1 that applied
exclusively to EGFs and maintained in this proposelude that the EGFs enter
into a long-term (at least one year) contract hil State of California to sell at
least 50% of the portion of the power which it lygserated using the Priority
Reserve credits, provided the EO determines atittie of permitting, and based
on consultation with State power agencies, thatsthge of California is entering
into such long-term contracts and that a needdoh £ontracts exists at the time
of permitting, if the facility is a net generatdhié subsection does not apply to
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municipal utilities or joint powers authorities)n addition, the in-Basin EGF that
submitted complete permit applications in 2000 uigio 2003, must comply with
all terms and conditions in any EO order, whethggired or not, relating to the
EGFs access of Priority Reserve credits, whethar stedits are used or not.

8. EGFs that filed a complete application prior toecalar year 2004 may access the
Priority Reserve for CO, SOx, and/or PM-10 credits allowed when the
December 6, 2002 amendment to Rule 1309.1 wasfactef In that amendment
EGF projects were limited to a maximum combinedltdtaw of 750 lbs/day for
SOx and 6,000 Ibs/day for CO. In-Basin EGFs thetlfa complete application in
calendar year 2005 or file in 2006, 2007 or 200% macess the Priority Reserve
for SOx, PM-10, and CO credits to the extent they available in the Priority
Reserve subject to the set aside amounts resexetusizely for essential public
services.

9. Access to Priority Reserve credits for qualifyingojpcts except EGFs in
downwind air basins, shall be prioritized basedlmearliest date that the permit
to construct is to be issued. Access to the Ryi®eserve for EGFs in downwind
air basins is based on the date the written reqoeasiceive credits is received by
the Executive Officer.

10.Based on imminent public health or safety needartdgss of date of application
submitted, the EO, may determine specific projeatripy. Previously the rule
required the AQMD Governing Board to make this dateation.

11.A set-aside total of 400 pounds per day of PM-1 Bounds per day of CO and
200 pounds per day of SOx is exclusively resenm@duse by essential public
services each calendar year to ensure creditbevaivailable to them.

12.The paragraph limiting EGFs to a total of 750 paupédr day of SOx and 6000
pounds per day of CO has been deleted. Subjetttetset-asides reserved for
essential public services, in-Basin EGFs, applyn2005 through 2008, may have
access to PM-10, SOx and CO credits to the extesy are available in the
Priority Reserve.

13.The EO shall monitor the PM-10, CO and SOx balanceabe Priority Reserve
and in the event the balance of PM-10, CO or SQasis than 500 pounds per day
or there is a project that will reduce the cretbttess then 500 Ibs/day the EO may
transfer up to 1,500 pounds per day of PM-10, CS@k to the Priority Reserve
after it is determined the credits are availabterfithe District's NSR account. A
public hearing is not necessary for this transféhe amounts to be transferred
should be sufficient based upon past experienceusojdcted demand.
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14.0Offset credits obtained from the Priority Resermd ased in the District may not
be used to generate interpollutant credits.

15.The subdivision addressing California Health ante§aCode 842314.2 has been
deleted since this provision is no longer applieabl

16.A new subdivision has been added addressing mamgéees and these fees will
be dependant upon the date the complete applicatsubmitted and if it is an out
of the Basin EGF. EGFs with complete applicatiblesl in 2000, 2001, 2002 or
2003 will pay the mitigation fees in effect whenl®W309.1 was amended in
2001, of $25,000, $8,900 or $12,000 per pound pgral PM-10, SOx and CO
respectively. An in-Basin EGF or an EPRS thatdfila complete Initial
Application for Certification to the CEC or a corap@ permit application with the
AQMD in Calendar years 2005, 2006, 2007 or 2008 aod-public biosolids
processing facilities will pay mitigation fees d®%417, $15,083 and $12,000 per
pound per day of PM-10, SOx and CO respectivelyre mitigation fee for an
EGF in a downwind air basin is $1,410 per pounddasrof VOC. The proposed
mitigation fees for PM-10 and SOx are based omthighted average cost of ERC
transactions for calendar year 2005. The propostgdation fee for VOC is based
on the weighted average of ERC transactions frof2 28rough 2005 since that
period is more representative of recent market tsvien that air contaminant. The
weighted average was then adjusted by an additibnpércent to recover the
internal cost of additional administrative effort&ecause of the scarcity of CO
credits, staff recommends maintaining the initidigation fee for CO at $12,000
per pound per day as the most representative lfqualifying years. Furthermore,
all the mitigation fee rates will be adjusted eaelar on July 1, by an amount
equivalent to the change in the California ConsuRme Index for the previous
calendar year, beginning in July 2007.

17.A refund of 80 percent of mitigation fees up to admum non-refundable amount
of two million dollars ($2,000,000) per project, &k the project is cancelled for
in-Basin EGFs and EPRS that filed complete perppiieations for which credits
were sought in 2005, 2006, 2007 or 2008, and ndmigiosolids processing
facilities may be granted under certain circumstandescribed below. This
refund provision is a new provision that was notikble under the 2002
amendment but has been incorporated into this amentdin response to the
comments received that a project may not go throlaghlegitimate reasons,
beyond the control of the project proponent. The-refundable portion of the
mitigation fee is designed to provide, primarily, désincentive to adversely
impacting the availability of credits to legitimagteojects by applying with projects
that are not genuine. It is believed that the @2,000 maximum is a sufficient
deterrent. Potential projects include: retrofgtisiesel powered school buses with

10
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particulate traps or oxidation catalysts (NOx, VORM-10), replacement of
existing diesel school buses with new alternativedd school buses i.e. CNG
engines (NOx, PM-10), re-powering of off-road heauyy diesel equipment with
new lower-emission diesel engines and with pamieultraps (PM-10, NOX),
replacing portable diesel generators with micrditugs (PM-10, NOXx), providing
low-sulfur diesel fuel to local locomotives (SOxMAO0), expanding LNG
refueling infrastructure (NOx, PM-10, SOx). Additial programs and projects
designed to reduce emissions include: purchaseualf dells and electrification
usage with ships at the dock (all pollutants), aféting other diesel mobile
sources with particulate traps or oxidation cataly®M-10, NOx), conversion of
other diesel engines to alternative fuels (PM-10xNSOx), conversion of lawn
and garden equipment to battery and electric opagréflOx, PM-10, VOC, CO)
and demonstration or deployment of new emissionagied technology. The 20
percent fee is required to discourage a cancellatib offsets reserved and to
ensure that air quality improvement projects camdeetified and developed prior
to or as close as practicable to the operatioh®@BGF. By not assessing this fee,
an unacceptable level of uncertainty is imposed Wauld inhibit these monies
from being spent and thereby delay air quality iovement.

A refund is not authorized for EGFs that filed p#rapplications in 2000, 2001,
2002 or 2003 and EGFs in a downwind air basin.eféind also is not authorized
for the purchase of excess Priority Reserve credits

A written request for a refund explaining the reesor the project cancellation
must be submitted to the Executive Officer withimeoyear from the purchase of
the Priority Reserve credits, demonstrating thecebation is beyond the

reasonable control of the applicant. The Execut®f@icer must receive the

written request no later than 30 days after thgeptaancellation.

The credits that are the subject of the refund mellreturned to the District's NSR
account.

11
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CURRENT ESTIMATED DEMAND FOR OFFSETS

Estimated Emission Credits to be Withdrawn from Priority Reserve

PM10 SOx VOC CcO NOx
(Ibs/day) (Ibs/day) (Ibs/day) (Ibs/day) (Ibs/day)
In-Basin EGFs: 3,585 365 - 8,203
(2000MW Projects)
Energy Projects 200 1,114 -- 417
Out-of-Basin EGFs -- -- <5500 --
Biosolids projects 40 -- 904 207 41
(present to 2010)
Biosolids Projects 22 -- 491 113 22
(2010 to 2020)
TOTAL 3,825 1,479 6,404 8,827 41
(before 2010
TOTAL 22 -- 491 113 22
(after 2010)

(Source: Based on SCAQMD’s Federal Offset Accoumtig Balance, Table 1; SCAQMD Governing Board
Agenda Item 25, April 2, 2004)

CEQA ANALYSIS

AQMD staff has reviewed the proposed amended R80(®.1 pursuant to state CEQA
Guidelines 815002 (k)(3) and an Initial Study (M&s prepared, pursuant to CEQA
Guidelines 815063, and along with the Notice ofpration (NOP), pursuant to CEQA
Guidelines 815082, circulated for a 30-day pubkwiew and comment period from
February 16, 2006 to March 17, 2006. The IS/NORckaled the proposed amendments
could result in a potential significant adverse @urality impact if the mitigation fee
collected to fund emission reduction projects iahla to produce emission reductions an
amount equal to the amount of credits used by nehdyble projects. In addition, this
potential shortfall of emission reductions may edctére AQMD’s PM-10, SOx and CO
daily operational significance thresholds. A Draftvironmental Assessment (EA) has
been prepared to further analyze the adverse alitgjumpact from the proposed project,
as well as from alternatives to the project. Nbeotenvironmental topic area is
considered to have an adverse impact as a resuhleoproposed project. Six public
comment letters were received on the IS/NOP angbreses to the comment letters were
included in the Draft EA. The Draft EA was circidd for a 45-day public review and
comment period from June 30, 2006 to August 156200

12
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SOCIO-ECONOMIC IMPACTS

A socioeconomic analysis of the amendments to RGE2 and Rule 1309.1 has been
performed and is included as an attachment to dadletter recommending adoption of
the proposal. The socioeconomic impacts associaidtdthe CEQA alternatives have
also be analyzed.

AQMP AND LEGAL MANDATES

The California Health and Safety Code requires AlgMD to adopt an Air Quality
Management Plan (AQMP) to meet state and federhlearair quality standards in the
South Coast Air Basin. In addition, the Califoriaalth and Safety Code requires that
the AQMD adopt rules and regulations that carrytbatobjectives of the AQMP. While
Proposed Amended Rule 1309.1 is not a control meascluded in the AQMP, its
requirements are consistent with the AQMP objestive

RESOURCE IMPACTS

The proposed amendments are not anticipated to hasggnificant impact on staff
resources.
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Report PAR 1302 and PAR 1309.1

Comment:

Response:

Comment:

Response:

COMMENTS AND RESPONSE TO COMMENTS

The “due diligence” provision should be eliminatedspecify a cut-off or

final due date. EGFs need to have certainty réigauttie price and timing of
offset purchases from the Priority Reserve. Algo,order to obtain

California Energy Commission (CEC) approval EGFsthidemonstrate that
they have the required project offsets.

EGFs and EPRS are required to demonstrate thathtiney conducted a due
diligence by the earliest date practicable andaughé time the credits are
purchased from the Priority Reserve. This is nemgsto ensure the priority
reserve is a “bank of last resort”. This does pEclude facilities from
continuing to seek out a more cost-effective sowteffsets up until the
time the offsets for the project must be in plabewever due to the
potentially limited supply of offsets from the Pity Reserve and to maintain
equity the offsets are made available on a firshedirst serve basis. It is
staffs understanding also that the CEC which mashse all power projects
greater than 50 megawatts only requires that theipated source of credits
be identified but that there is no requirement awenthe credits on hand at
the time an application is filed. They do needtovide the credits at the
time CEC issues its approval of the license.

The requirement for EGFs or EPRS to be on-lindiwiB years from the date
of initial application is too aggressive.

There are a limited number of Priority Reserve effisredits available. The
goal of the proposed amendments allowing EGFs dPd3access to the
Priority Reserve for offsets is to expedite the starction and operation of
new power generation or energy capacity as quiaklyossible in order to
mitigate the anticipated shortage of power in tharrfuture. The three year
term in the current rule is intended to promote rgemeration and other
energy projects to come on line at the soonestiljesdate. The three year
term does not commence by the initial permit agioe date but rather from
the issuance of a Permit to Construct or an initalifornia Energy
Commission certification, whichever is later. Fgrmore, the applicant can
seek an extension from the AQMD Governing Boardbethe initial three-
year period, provided it is demonstrated to be ssmg due to the
circumstances beyond the reasonable control cdpécant.
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Report PAR 1302 and PAR 1309.1

Comment:

Response:

Comment:

Response:

Comment:

Response:

In the event that the actual operating emissioois fa EGF project are less
than the expected emissions EGFs should be abkeltosurplus offsets
obtained from the Priority Reserve back to theyidReserve.

The scarcity of available offsets and the poterdahmitment of mitigation
fees to projects would not make a sell back of lssrredits feasible.
Mitigation fees are used to fund emission reductoojects. To allow a
refund for up to several years after the credigspurchased will require the
AQMD to wait those same several years to fund aonsgeduction projects
with the fees or risk providing a refund when teed have already been spent
on emission reduction projects. Neither optiomdseptable. Furthermore,
permits are issued for the potential to emit as ospd to actual
equipment/facility emissions.

The state is not currently entering into long t@entracts for the purchase of
electrical power. This language should be remdvedh the rule. If not
removed it should be clear the requirement applidgto net generators.

The specific language in the rule reads “enters antong-term (at least one
year) contract with the State of California to sllleast 50% of the portion
of the power which it has generated using the Ryidteserve credits and
provided the EO determines at the time of perngitimnd based on
consultation with State power agencies, that tate sif California is entering
into such long-term contracts” and also only if rfeed for such contracts
exists at the time of permitting”. If the statenist entering into contracts or
there is no need, the Executive Officer will najuge a contract. However,
the option should remain if the state does staenter into such contracts in
the future. The requirement applies only to netegators.

EGFs and EPRS will typically require much largeiagtities of offsets as
compared to other facilities. The mitigation fdeged to EGFs for offsets
from the Priority Reserve should be set a priceelotihan that of privately
traded ERCs sold in the open market.

Staff has assessed various pricing mechanisms dtimg the price of
mitigation fee offsets. There must, however, beitggn the price paid by
facilities accessing the Priority Reserve. Stadf ldetermined that a sales
weighted average price is a reasonable approaclestdblishing the
mitigation fee level. In addition, the Priority $&ve mitigation fee is
intended to encourage use of Priority Reserve tffae a last resort. If other
facilities have recently paid a higher price for Robtained in the open
market it would not be either equitable or a disimte/e to open up access to
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Comment:

the Priority Reserve for EGFs at a mitigation fegcdunted from market
ERC prices.

WOBBE Index is not defined.

Response: A definition of WOBBE Index has been added to RLB&2.

Comment:

Response:

Comment:

Response:

Comment:

Response:

Comment:

Response:

EPRS located in Southern California Coastal Watetae Outer Continental
Shelf Waters should be eligible for credits frora ®riority Reserve.

Projects in Coastal Waters are federally permisiegrces. Such sources in
these waters immediately adjacent to the AQMD baued are to be treated
the same as similar on-shore facilities for acdesshe Priority Reserve
provided they also submit an application to the AQMLanguage has been
added to PR 1309.1 to clarify this.

Staff should confirm the quantity of credits mameilable to the priority
reserve and that the amount of credits is sufftdi@nall requesting projects.

Staff has identified the quantity of credits reedirfor known potential
projects and anticipates sufficient credits willdailable for these and some
unanticipated projects. Staff cannot guarantee dredits will be available
for all unanticipated future projects. Accesstpilio the Priority Reserve is
contingent only to the extent the Executive Offidetermines that sufficient
credits are maintained in the District's NSR acdoun

Only certain EGF projects are required to file dertification from the CEC.
It should be clear that Rule 1309.1 does not regsiich a filing if it is not
required.

Projects less than 50 megawatts do not require €i@ication. There is no
requirement in PAR 1309.1 that requires such ptejdde for CEC
certification nor was it staff's intent to requse.

The deadline for filing applications for EGFs @BBRS should be extended
beyond 2007.

There are a limited number of Priority Reserve itsedvailable. The

proposed amendments allowing EGF and EPRS pr@ectss to the Priority
Reserve and limitation on submittal is to promatestruction and operation
as quickly as possible in order to mitigate thacgpdted energy shortage in
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Report PAR 1302 and PAR 1309.1

Comment:

Response:

Comment:

Response:

Comment:

Response:

the near future. The power shortage has beengbedj¢o continue through
2010. PAR 1309.1 has been amended to extend lthg fieriod through
2008. This would allow additional time for projestibmittal and still result
In most projects coming on line by 2010. In aduhtistaff will commit to
language in the adopting resolution to monitor tstatus of project
installation and report back to the Board if aneaeston of the 2008 date is
appropriate.

EPRS, in-Basin EGFs and non-public biosolids pssitey facilities should
not be required to purchase credits from the Ryidteserve at a 1.2 to 1.0
offset ratio.

The 1.2 to 1.0 offset ratio for these privately ednand operated projects
establishes equity with all other projects that nausjuire offsets on the open
market at 1.2 to 1.0 offset ratios. Besides, imaiestrating the equivalency
of its NSR program to the Federal NSR requiremeh@\MD is required to
debit its NSR account an offset ratio of 1.2 tofbiOsuch sources.

For an EGF constructed at an existing sourcejfglénat the “existing

sources” which must meet BARCT in order to acchkedriority Reserve are
limited to sources directly related to the produowtiof electricity at the
subject facility.

The Priority Reserve is intended to be a “bankast resort”. The BARCT
retrofit requirement is intended to apply to allgunent or operations at the
existing facility that emit the same air contamitsaas those requested from
the Priority Reserve, not just those directly mdato the production of the
electricity.

Clarify that the prohibition of credit transfer @ not apply if the project is
transferred to another location provided thereoisanchange of operator.

Permits to Construct are not transferable from logation to another. The
Permit to Construct at the old location would benasdled and a new

application for a Permit to Construct would be teeg for the new location.

The project proponent may be eligible for a partigfiund for purchased

credits if the requirements for refund in PAR 1308ce met. The project for
the new location would be placed in the Prioritys&®e queue as indicated
in PAR 1309.1.
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Comment:

Response:

Comment:

Response:

Comment:

Response:

Comment:

Response:

Clarify that a change of operator or name chanijenat affect position of
an application in the Priority Reserve queue.

A name change will not affect the application farmit to Construct and
therefore will not affect position in the queue. cAange of operator prior to
issuance of a Permit to Construct and commencewofeabnstruction will
result in cancellation of the application for a fAgrto Construct. A new
application for Priority Reserve credits and a Remm Construct will be
required from the new operator. Position in thewy except for EGFs in a
downwind air basin, will be based upon the dateReemit to Construct is to
be issued.

Clarify that submittal of additional applicatiofs a project will not affect
the position in the Priority Reserve queue of otpesviously submitted
applications for the same project.

Position in the Priority Reserve queue, exceptE@Fs in downwind air
basins is based upon the date the Permit to Camssuo be issued. The
position in the queue for the additional applicasiavill be based upon the
date their Permits to Construct are to be issued.

Projects located in downwind air basins shoulcelgible for access to the
Priority Reserve.

PAR 1309.1 allows limited access to VOC creditsdownwind air basin
under certain circumstances.

The required approval of the credit transfer by 8CAQMD for the joint
power project with the cities of Victorville and IRalale should occur
simultaneously with the adoption of the amendmeot®Rules 1309.1 and
1302.

The amendment to the rules and the transfer ofitsréd the downwind

districts are two separate and distinct actionsoalgh the credit transfer is
dependent upon the Board approval of the amendnterf&iles 1302 and
1309.1. The suggestion for concurrent approvdl lvél considered by staff,
however it is the Governing Board that ultimateftetmines what and when
items are to be placed on their Board meeting amgendAR 1309.1 also
authorizes the delegation of the authority to tikeddtive Officer to transfer
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Report PAR 1302 and PAR 1309.1

Comment:

Response:

Comment:

Response:

Comment:

Response:

Comment:

Response:

the credits, if the Board so desires, but the Bdaad not delegated this
authority.

The due diligence requirement should be elimindedEGFs in downwind
air basins or if not, limited to evaluating offsatailability in the downwind
air basin, not in the AQMD.

The due diligence effort is intended to includesarsh for offsets of the same
air contaminant in the air basin where the projedb be located. It is not
intended to require a search for interpollutant ioter-basin offsets.
Therefore, the due diligence for an EGF in a dowglair basin is limited to
evaluating offset availability in that same airibasDue diligence is required
to ensure the Priority Reserve remains a “banksifriesort”.

The 1.2 to 1.0 offset ratio should not apply tedits requested by an EGF in
a downwind air basin. The quantity of credits ieegh should be determined
by the downwind air district.

A provision to subdivision (c) of PAR 1309.1, haseh added stating the
offset ratio for a project in a downwind air bass determined by the
downwind air district.

Since the AQMD does not receive permit applicaitor EGFs in downwind
air basins, the prioritization for these projedisidd be based upon the date
the Executive Office receives the written requestci#fied in PAR 1309.1
(b)(6)(F).

Paragraph (f)(1) of PAR 1309.1 has been amendedreftect that
prioritization for projects in downwind air basiissbased upon receipt of the
written request for credits in subparagraph (b%)(However, it should be
noted that to qualify for access to the Prioritys®®e, the applicant must
certify to the Executive Officer that a completeplgation has been filed
with the downwind basin district.

Clarify whether the 1,000 tons per year of VOCda=e for EGFs in
downwind air basins is the maximum amount for timtire life of the
program or the annual allocation for each yeahefgrogram.

The 1,000 tons per year of VOC credits for downwaid basins is the
maximum amount for the entire life of the program.
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Comment:

Response:

Comment:

Response:

Comment:

Response:

The refund cancellation fee should be limited tmaximum of $1,000,000
since this amount should be a sufficient deterf@n$peculative projects.

Although the non-refundable fee provides a disitigento adversely

affecting credit availability to legitimate projedby applying for projects that
are not genuine, it also recovers the adminiseatests incurred by the
AQMD for the refund, including recovering fundingrfclean air projects

approved and funded with mitigation fees. Baseohupe magnitude of the
proposed projects and the cost of credits the sigddimit amount may not
be sufficient to recover a significant portion bétclean air project cost for a
typical EGF project. However, a cap of two milliolollars ($2,000,000)

should be sufficient and language has been addedflect a cap of two

million dollars ($2,000,000).

The option of requesting a refund due to cangetiadf a project prior to the

issuance of the Permit to Construct is of littldueasince the purchase of
Priority Reserve credits generally occurs at threetthe Permit to Construct is
iIssued.

The applicant purchases the credits at the tim@#mmit to Construct is to be
issued. This language has been removed from tpopal.

The requirement for a project cancellation to dae“ to circumstances that
the Executive Officer determines is beyond the arable control” in order
to receive a mitigation fee refund should be délestiace it is vague and may
not cover all legitimate reasons for cancellatios;h as bankruptcy. The
refund discount is a sufficient deterrent to calat®in of a project for
anything other than compelling reasons.

Since the full costs for clean air projects apptbaead funded with mitigation
fees may not be recovered in the event of a progactcellation it is

incumbent upon the Executive Officer to ensureghgect is cancelled for
compelling reasons. Those reasons are specifan tmdividual case and a
complete list of circumstances and reasons camasionably be included in
rule text. There may be circumstances in whichrgept bankruptcy is

beyond the reasonable control of the applicant.
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Report PAR 1302 and PAR 1309.1

Comment:

Response:

Comment:

Response:

Comment:

Response:

Comment:

Response:

Explain the meaning of the requirement that an Eply with all
conditions of any Executive Order, expired or fot, relates to access to the
Priority Reserve whether credits are used or not.

This is language retained from the current rulé thay apply to EGFs that
filed applications from 2000 through 2003, whenréhavere Executive
Orders in effect that have since expired. Permit€onstruct under those
orders may include conditions subject to the ordiéuast would remain
applicable until the EGF is fully operational andParmit to Operate is
issued. Language has been added to PAR 1309.larity ¢his provision

applies only to complete applications filed fron02@hrough 2003.

Non-essential public service biosolids procesdauiities should also have
access to the Priority Reserve.

The proposal has been amended to clarify that iaéolids processing
facilities may have access to the Priority Reseavel, the term non-essential
public service biosolids processing facility hasemeremoved from the
proposal. The proposal now distinguishes betweerlusively-publicly
owned and publicly operated and non-public faesiithat difference being
the non-public facilities are to pay mitigation $eend are subject to the 1.2 to
1.0 offset ratio.

Privately owned biosolids processing facilitiesodld have the same
requirements in 1309.1 as public facilities.

Just as EGFs and EPRS, including all those thatoarnerofit operations are
required to pay mitigation fees for Priority Resepnredits and be subject to a
1.2 to 1.0 offset ratio, so should for profit bibde processing facilities.
This provides a level playing field with other fprofit facilities seeking
credits from the Priority Reserve as well as thibsé¢ must seek offsets in the
open marketplace.

It should be clarified that non-essential pub&cvice biosolids facilities with
a potential to emit of less than 4 tons per yeamdb have to access the
priority reserve and should modifications cause emteedance of that
threshold, access to the priority reserve wouldraated.

No new or modified source, including biosolids @esing facilities, with a
potential to emit of less than 4 tons per yeareguired to provide offsets.
The term non-essential public service biosolidscessing facility has been
removed from the rule and replaced with the morscdptive term of non-
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Comment:

Response:

Comment:

Response:

Comment:

Response:

Comment:

public biosolids processing facility. Non-publiacilities with a potential to
emit greater than 4 tons per year may receive tsrddom the Priority
Reserve provided they meet the requirements in RA8B9.1, including
payment of mitigation fees and a 1.2 to 1.0 offa&b.

The terms “owner and operator” and “applicant” ased interchangeably.

For clarity the proposal has been modified to use term applicant
throughout, except to appropriately distinguishwgetn exclusively-publicly
owned and publicly operated and non-public biosotitbcessing facilities.

Rule 1309.1 establishes a set aside of PM10, @®,SDx exclusively for
essential public services. The set aside shosatdiatlude VOC and NOXx.

The set aside of PM10, CO and SOx credits forresdgublic services was
established to ensure that the additional demandguoh credits by EGFs
would not jeopardize the supply of credits for esisé public service
projects. However, since in-Basin EGFs and EPR®a@ohave access to
Priority Reserve VOC and NOXx credits, they do ndteasely impact the
supply, of such credits. EGFs in downwind air badiave access only to a
specific limited amount of VOC credits. Therefoeeset aside specifically
for essential public services for VOC and NOXx is mecessary.

Is the CPI the best index to use to track thee@se in cost of Priority
Reserve Credits.

The initial cost of credits is established by agheid average of previous
transactions and is adjusted annually by the GFiken the limited number
of years of access to the Priority Reserve by E&TSEPRS, this reflects an
equitable pricing structure without the complexiy a strictly cost of
previous transaction approach. Non-public biosofitbcessing facilities pay
mitigation fees as well and do not have a termtloni access to the Priority
Reserve. Staff will continue to monitor use of Prority Reserve by these
facilities and in the event the term is extendadBGFs and EPRS consider
pricing mechanisms that ensure the Priority Reseewaains a “last resort”
source of offset credits.

Rule 1309.1 should be amended to clarify how RyidReserve credits are
tracked.
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Response:

Comment:

Response:

Comment:

Response:

Comment:

Response:

Comment:

Response:

Staff is currently developing a credit tracking eruto be included in
Regulation Xlll. The tracking mechanism for PrigiReserve credits will be
addressed by that rule development.

The requirement for providing all offsets availbior essential public
services should be clarified so that it applieSriternal” offsets. In addition,

it should be clarified that “all existing sourcas’the requirement for EGFs
applies to these sources at the same facility.

Language has been added to make these clarifisation

In those instances where the Executive Officer tnapgprove actions or
proposals of the applicant, the basis or criteoathe decision should be
included.

Language has been added to identify the basishierBxecutive Officer or
Governing Board action.

Facilities should maintain records of all credistained from the Priority
Reserve.

Rule 1309.1 requires facilities to maintain thealamce of Priority Reserve
credits. In addition, the AQMD maintains recordsatl Priority Reserve
transactions and balances. Additional record kepjsi not necessary.

The Executive Officer maintains the balance of PO)-CO and SOx credits
and transfers credits to the Priority Reserve dessary. The frequency of
monitoring and where the credits are transferrethfshould be clarified.

The AQMD maintains a record of all Priority Resertransactions and

balances including the balance of the Priority Rese When the Priority

Reserve balance for PM-10, CO or SOx falls to tkas 500 pounds per day,
PAR 1309.1 language allows the Executive Officetréamsfer credits to the
Priority Reserve from the District's NSR accountrédits are available from
the District’'s NSR account.

Comments and the Response to Comments subsequentthe June 28, 2006 Public

Workshop
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Comment:

Response:

Comment:

Response:

Comment:

Rule 1309.1 is not needed and the proposed amensiide not adequately
address Environmental Justice and actual ERC prices

Southern California is in the midst of another gyarisis. Electricity usage
Is at an all time high. Electricity is a vital mssity. The proposed rule is
needed to facilitate the siting and constructiom@iv energy projects for the
benefit of all residents. Environmental Justicies are addressed on a site
specific basis for each project as part of the geend CEQA analysis.
Mitigation fee prices are based on historic costis ERCs and staff will
provide the Board an annual update on ERC pricessare consistency.

The SCAQMD should not have a Wobbe Index standarithe rule. The
CPUC has authority for setting energy standards #wed SCAQMD is
preempted.

The AQMD is not establishing a Wobbe Index forradtural gas distributed

in the Basin. The proposal establishes a natasgality threshold only for

projects that elect to use Priority Reserve crediitd only applies to natural
gas at the point it enters the distribution systdtnojects utilizing gas with a
Wobbe Index value above the threshold can usetsrettained from the

open market. This threshold is critical in ensgrihat the imported natural
gas is of acceptable quality and that adverse watity impacts associated
with the combustion of poor quality natural gaprievented. The one project
proponent who is interested in this provision amdeaeking credits from the
Priority Reserve and has already agreed to compth whe proposed

threshold.

The current Wobbe Index requirement is accepthbigever the proposed
language should be amended as follows:

a) To allow flexibility in case the Wobbe Indexrébhold changes and to
change to point of distribution not import of thatural gas supply as follows
(proposed change shown as underlined language)ERERY PROJECT OF

REGIONAL SIGNIFICANCE (EPRS) is a project that feases the import
supply to be used in the District of no less th@0,@00 barrels per day of
crude oil or 250 million cubic feet per day of malugas with a Wobbe Index
of no more than 1360, or such other higher Wobblexras the District may
specifically approve in the future, at the pointtsunatural gas is introduced
into the natural gas distribution systém

b) To revise the definition of Wobbe Index curfgnn the rule as follows
(proposed change shown as underlined/strikeoutubege): “WOBBE
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Response:

Comment:

Response:

Comment:

INDEX is the higher heating value of a gas divididthe square root of its
specific gravity, aneéxpressed in units &TU per standard cubic-fdetbt.”

Staff agrees with the proposal to change the meXetb indicate compliance
with the Wobbe Index standard for PR access fanrahgas at the point of
distribution and not import as follows (change shows underlined
language): “ENERGY PROJECT OF REGIONAL SIGNIFICANCEPRS)
Is a project that increases the import supplyegaibed in the District of no
less than 100,000 barrels per day of crude oil5fr @illion cubic feet per
day of natural gas with a Wobbe Index of no momentih360, at the point
such natural gas is introduced into the natural dig#ribution systemi
Relative to future modifications of the WOBBE Indetaff will be preparing
resolution language directing staff to monitor efdoy the California Public
Utilities Commission (CPUC) in developing a WOBBEdéx for the state
and report back to the Stationary Source Commitiggh staff
recommendations and seek further direction. Saifb agrees with the
proposed changes to the WOBBE Index definition &ad modified the
definition accordingly.

PAR 1309.1 should be a bank of last resort. Dligedce provisions should

be expanded and a higher cancellation fee shouteédpgred. Furthermore,
the final cut-off date should be up to the datestaction is complete and the
Permit to Operate is issued. The applicant shbeldllowed a full refund for

return of excess credits to the Priority Resenallteng from purchase of

credits in the open market during the period afterPriority Reserve credits
are purchased and before the Permit to Operassugd.

The Priority Reserve is a bank of last resort. @he diligence provisions
continue established Board Policy. The penaltyisrons for cancellation
are sufficiently large to discourage speculatiorhedging. To require the
due diligence effort to continue after credits puechased from the Priority
Reserve and allow a full refund for excess cradissiliting from open market
purchases during project construction is not pecattsince it would require
the District to wait potentially several years ugbtnstruction is complete to
fund emission reduction credits with the mitigatfess.

Does “net generator” in the definition of an EABoainclude municipalities
that provide power to their own customers thereilspldcing demand from
the state grid system?
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Response:

Comment:

Response:

Comment:

Response:

Comment:

Response:

Yes. It has always been staffs intent that mualdips be included in the
definition of EGF, and the proposed rule languagse heen amended to
clarify this.

The mitigation fee should not be tied to the CHather, it should be re-
calculated each year as the weighted averagernsfactions.

The proposed mitigation fee levels reflect salegghted average prices of
credit transactions in the open market over extgmdgiods. The annual CPI
adjustments are an attempt in part, to reflect ah@cipated credit price
increase in the open market. While the proposesihgrmechanism by staff
has the benefit of providing a predictable mitigatfee level to the project
proponents, which is critical in facilitating fineing efforts, staff is cognizant
that it may not be adequately reflecting the futmarket value of the credits.
On the other hand, recalculating the mitigation éeery year to reflect the
sales weighted average price may also not be dableasiechanism or
reasonable approach, especially if the transaétemmuency and volume in a
given year is low. Nevertheless, staff will prawzithe Board with annual
updates on open market ERC prices to ensure coitjoamd seek direction
on whether further adjustments to the fees aressace

What is the justification for the current propod&@RS qualifying threshold?
It seems high at the current 100,000 barrels/daycafde and 250
MMSCF/day of natural gas and it is recommended thdte reduced to
50,000 barrels/day of crude and 100 MMSCF/day tinahgas.

Only larger EPRS, of the size currently proposetl| have an impact on the
energy demand in the basin. As a matter of pyimiccy, staff's position is

that the current threshold is needed to focus erptjects that will have a
material impact. The proposed thresholds, alstecefthe sizes of the
projects that staff was informed about by the mioproponents to date.

Are public biosolids processing facilities whee public contracts operation
to a non-public third party and the ownership, oanand decision making
authority is retained by the public entity eligilbte priority reserve credits as
an essential public service?

Past and current District practice has been thagnwtine public agency
maintains ownership and operational control ov#rira party contractor the
AQMD permit to operate is retained by the publiecmgy. Provided the
public agency maintains the level of control oue tontractor to retain the
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permit to operate the project qualifies for theopty reserve as an essential
public service. To further clarify the languagetie proposed definition of
essential public service has been amended to readusSively-publicly
owned and publicly operated biosolids processicditi@s”.

Comment: Revise the proposed definitions of Biosolids anobsBlids Processing
Facility in PAR 1302 as follows to better definesle terms (underlined and
strikeout formatting indicates added and deletgtrespectively):

“BIOSOLIDS are the nutrient-rich organic materiasuiing from the physical,
chemlcal and blologlcal treatment of sewage sladgmh—ean—be—sa#ety—laeeyeled

“BIOSOLIDS PROCESSING FACILITY means an operatioattfurther treats
solids generated from wastewater treatment occiypiaguces-bioselidsfrom-raw

materials-generategkclusively in the District.”

Response: Staff agrees with the proposed changes and has daahethe current
proposed language accordingly.

Comment: Clarify if there is a daily usage threshold for gwenual allocation of 1,000
tons per year of VOC credits for EGFs in downwiirdbasins.

Response: There is a daily usage threshold and the rule bas modified to clarify this
with the annual allocation of 1,000 tons per yeqressed in parenthesis for
reference. In addition, staff is changing thesufriom tons per day to lbs per
day for consistency purposes, since emissions bBk@amn the rule are all
expressed in pounds per day. Quantities remaihanged.
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Final Staff Report PAR 1302 and PAR 1309.1

DRAFT FINDINGS

Before adopting, amending or repealing a rule ARMD Governing Board shall make
findings of necessity, authority, clarity, consmstg, non-duplication, and reference, as
defined in Health and Safety Code Section 4072%e draft findings are as follows:

Necessity— The AQMD Governing Board has determined thaeadnexists to amend

Rule 1309.1 — Priority Reserve to allow electrigaherating facilities, energy projects of
regional significance and essential public serviaesess to the Priority Reserve for
offsets when they are not available on the operketaand establish equivalency with
Federal Clean Air Act requirements for Federal Majources and comply with state law.
Furthermore, the AQMD Governing Board has deternhititeat a need exists to amend
Rule 1302 — Definitions to clarify the definitio essential public service and add new
definitions.

Authority — The AQMD Governing Board obtains its authority adopt, amend, or
repeal rules and regulations from Sections 400000%, 40440, 42300 (permit system),
40709.6 (inter-basin, inter-district offsets) ar@’@2 of the California Health and Safety
Code.

Clarity — The AQMD Governing Board has determined thateRul302 — Definitions
and 1309.1 — Priority Reserve, as proposed to @nded, are written or displayed so that
their meaning can be easily understood by the psrdimectly affected.

Consistency — The AQMD Governing Board has determined thateRull302 -
Definitions and 1309.1 — Priority Reserve, as pemgbto be amended, are in harmony
with, and not in conflict with or contradictory texisting statutes, court decisions, or
state or federal regulations.

Non-Duplication — The AQMD Governing Board has determined thateRul302 —
Definitions and 1309.1 — Priority Reserve, as psgubto be amended, do not impose the
same requirements as any existing state or fedsgalation and are necessary and proper
to execute the power and duties granted to, andsegpupon, the District.

Reference — The AQMD Governing Board, in amending the ruteferences the
following statutes which the AQMD hereby implementgerprets, or makes specific:
Health and Safety Code Sections 42300, 40709.&20169and CAA 8§ 171, 172 and
182.

CONCLUSIONS AND RECOMMENDATIONS

Staff recommends amendment of Rules 1302 and 1369.the reasons stated in this
staff report.

28



